The Iowa geographic grain price surface has changed dramatically in the last four years, along with the volatility of local cash prices and the grain basis (differential of local prices from Chicago futures) . Our highest corn prices in the state this summer were in northwest Iowa-the area that traditionally has had the lowest prices in the state and some of the lowest in the Corn Belt. As a result, higher land prices and cash rents are being reported in that part of the state than in other areas. Other peaks in the price surface are emerging in southwest Iowa, and more are expected in the central and north central parts of the state-especially around Ft. Dodge.
For the 2008 crop season, wheat, soybeans, and cotton markets are attempting to buy back some of the acres they lost to corn last year. The 2007 U.S. soybean planted acreage was down 16% from 2006, along with declines of 29% for cotton and 8% for non-durum spring wheat. Reduced acreage has helped to tighten supplies of each of these crops. just how tight their supplies will be depends on how foreign producers respond to higher prices for the respective crops. Early indicators point to a 5% to 6% increase in the South American soybean crop to be harvested next spring. An increase of that size would point to a need for at least a 9% to 10% increase in U.S . soybean plantings next year to supply growing demand for biodiesel in the U.S. and expanding demand for protein meal in China.
Corn production in Argentina and Brazil may be up by a similar amount, thus providing a modest increase in foreign supplies available for export. Another potential tempering influence on U.S. corn export demand next season is a likely increase in global wheat production. Weather problems in Europe, former Soviet republics, U.S. , Canada, and Australia have created a very tight wheat supply and record high wheat prices. Foreign wheat feeding normally is at least twice as large as U.S. corn exports, but this year' s high wheat prices have shifted part of that demand over to corn. If weather cooperates, the high wheat prices will bring a sharp increase in world wheat acreage and production, and this source of stronger demand for U.S. corn will likely disappear next summer. That prospect also will likely facilitate a short-term shift of some corn acres back into other crops. Our early projections show a 5 to 6% decrease in 2008 U.S. corn planted acreage.
The big picture for biofuels
The aggressive expansion of biofuels production is not just a U.S . development. At least 41 other countries are encouraging biodiesel and/or ethanol production. Driving forces behind expanded biofuels production are (l) high world crude oil prices and (2) government policies that are intended to lessen dependence on foreign oil as well as to reduce greenhouse gas emissions. The U.S., Brazil, and the European Union have the most rapid expansions in biofuels, so far. Plants under construction currently in the U.S. have the capacity to use about 3.5 times the annual volume of corn the U.S. normally exports annually to Japan. Japan is the largest export market for U.S. corn. From a global perspective, U.S. plants under construction will have the capacity to use the equivalent of about 2/3 or the world's annual corn exports. That does not take into account plants already operating or planned plants that have not yet broken ground. This rapid growth in demand for corn is virtually certain to create substantial adjustments in global production agriculture (both crop and animal agriculture), grain and oilseed processing sectors, agricultural inputs, transportation and storage, and risk management throughout the food industry Rapid growth in demand for corn will bring further changes in crop rotations and land use-in the U.S., South America, Europe, former Soviet republics, Malaysia, Indonesia, and other areas. However, infrastructure limitations in the U.S. are slowing the pace of expansion modestly from indications 10 to 15 months ago.
Reduced 2008 corn acreage likely to be temporary
Early supply-demand projections indicate U.S. and Iowa corn can give some acres back to soybeans and other crops in 2008 and still leave adequate supplies for feeding, exports, and the expanding ethanol industry through at least late summer 2009. However, increased corn acreage appears likely to be needed again in 2009 and 2010. That prospect and the continued expansion in global demand for soybeans point to a likely battle among corn, wheat, soybeans, and cotton for crop acreage in the next few years. Struggles to increase crop acreage should be a strong support under grain prices. Current conditions suggest that corn will likely have the upper hand in bidding for acres in the U.S., but that soybeans may perform somewhat better relative to corn in South America. Figure 1 shows estimated gross profit margins for processing corn into ethanol, based on the Iowa wholesale ethanol price, corn prices, and dried distillers grain prices. Margins in the last several months have been in a downward trend, although some improvement was starting to occur in late October. The decline in margins reflects lower ethanol prices resulting from (l) filling of the oxygentated fuels market for motor fuel and (2) expansions in infrastructure for transporting, distributing and marketing ethanol that has lagged behind the double digit growth rate in ethanol production. As the Midwest ethanol market has approached a saturation level for E-10, more of the product needs to be shipped to the east and west coasts. Infrastructure limitations in doing that include specialized rail tank cars, locomotives, train crews, trainload sidings and unloading facilities, storage tanks, and blending facilities. In some congested urban areas it is difficult to find real estate for establishing 100-car unloading facilities. However, the nearly $1.00 per gallon incentive for blending ethanol into E-10 (nearly $0.50 discount to wholesale gasoline plus the $0.51 blending credit) provide substantial incentive for expanding the infrastructure capacity. An additional incentive would be created if Congress would increase the mandate for U.S. ethanol production to the 8.0 to 8.5 billion gallon level, with the increase effective in 2008 or 2009 . Another change that could significantly increase ethanol profitability would be to raise the allowable ethanol blend for non-flex fuel vehicles from the current E-10 to E-12 to E-15-if auto warranty issues and emission rules can be made compatible with these higher blends.
Reduced ethanol profitability slowing but not halting biofuels expansion
Higher corn prices have also reduced ethanol processing margins , but small changes in ethanol prices can have a bigger effect on margins than small changes in corn prices. For the next several years, if infrastructure limitations can be resolved, corn prices appear likely to remain at relatively high levels and at times to be significantly higher than at present.
The table above shows planned U.S. ethanol plants and plants under construction in late July of this year, as reported by DTN, Inc. Not all of the planned plants will actually be built (or at least not for corn) because of cropland limitations and recent pressure on profit margins. Recent reports indicate a number of them have been put on hold , and a few investors have cancelled their plans to build plants. Even so, enough planned plants remain so that corn supplies are likely to tighten in the next few years. Figure 2 shows corn supply areas for corn processing plants (excluding feed mills) if all currently planned plants in the state are built. Note the overlapping of supply areas. In times of short crops, these circles would be enlarged as plants have to reach out further to obtain needed corn supplies. Also note that the processing industry, if all plants are built, would require nearly 60% more corn than was produced in Iowa last year. I am aware of two or three of these planned plants that have been put on hold or have been cancelled, but so far plans for most appear to be moving forward . Figure 3 is a map showing existing and planned U.S. plants in late January 2007 . Note the numerous planned plants outside the Corn Belt. Most of these plants are planning to get their corn from Iowa , and thus also will be part of the process of bidding for more corn acres. Plants in the southern plains and Far West will have several competitive advantages including (1) closeness to dairy or beef feeding operations that can use the wet distillers grain, thus saving the expense of drying and (2) closeness to large population centers that need the corn. 
